Teor Applicant:

We have congidered your applicaticm for recognition of exemption
A an organization described in section 501(¢)(3) of ‘he Internal
favanae Code. Based on the information submitted, s have concluded
that, you do not. qualify for exemption under that seccion.

Yooy were organized on |G, «d- B [~ and
. You are an assoclation whore memberchip
consiate of the students and faculty at

fecording 1o Article I section 2 of your Constitution, your
pipoge i ‘

[T]o providn all parbicipatim association members
with mr.reational educational, and additional morale
. u.vmcerrr'nt ‘activities, in association with other local
erganizations. Furthermore, this association will be bi-
lirgmal, and will assist in the communication of activi-
tier tetween English and Spanish spesking personnel.
Finally, this assoclation will serve as a cultural inte-
graticn center for memberz to better understand and ap-
preciate the varioug lifestyles of paople from different
national origins of the American Continents.

Your Constitution provides that your assgets ll be disposed of
»z fullows upon dissolution:

Sexation 2: If the organization ie disecolved, all funds
in the treasury at the time will be used to mest any
artgtanding debtes, liabilities, or cbligations. The
balance of thece assets will be dieposed of ag determined
by the Executive Board and Arbitrator, subject to the ap-
proval by the Installation Coumander.
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Puseible digpositions are qhar'itéble donationé‘-, echolarships to support
A ctudent festivity, or purchasing recreational and educational equipment
to bencfit wambers,

You are an outgrowth of . group established in N in INNEGEG_N,
vhere NN t2: then located. That group provided
mntodian aervicss, linen exchange, ironing equipment, barber sets, and
other eervicee for membere., Students pald mandatory monthly fees
aseording to cank, generating a fund that wae transferred to you when
the Uohonl moved o I in . About I r<nains in the
fund,

Your membership consiets of all I - B students
and cadre aseigned or attached to NN You ave
approximately Il instructor-members and from N student
membere.  Dependents of active members and civilian personnel (and
their derendente) aseigned or attached to the school may become associate
rembers. You do not charge dues, althoug!: tiey are authorized by vour
Conostitution, You also charge ueer fees fi.. rental activities and
earn interest on the fund received from your predecessor.

Your primary activity is operating an emergency relief fund for
menbers. The fund ie available to members not covered by other emergency
relief funda. You say that while government agencies provide emergency
mlief fimda to U.S5. perscnnel, no such servides are available to I
B -r=cnrel. Funds. may be loaned to a membei in the event of
the death or medical emergency of a family member, or for moving expenses.
lrans are interest free and limited to % of the member’s expected
income while at I, the B¢ linit may be waived in an emergency.
lrene must be repaid before the member departs from the United States.

Tour other activities are as followa:

1. Eecreational activities for members: You provide athletic
equipment for membere, charging some rental fees. You
sponsor gpezcial events such as athletic competitions, and
provide emall (e.g., ) awards. You also sponsor other
recreaticnal activities, such as picnics.

Doeations to charitable organizations are authorized, not
to exceoed SHER.

[yl

3. VYiden reatsl: You rent videctapes to members, for a fee.

Although you are located on 4 militaiy installation and say you
are therefore oontrolled by the T ou arc 2 separate
organization, | ' .

Saction 501( ¢)(3) of ‘the Internal Revmue Code provides an
exemption from federal inoome ‘tax for orgmizaticma organized and
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operated exclusively for charitable, educational, and other purposes,

includirg tc fogter national or international amateur sports competi ...n
(tut, only if no part of the organization’s activities involves providing

athletic facilitiee or egquipment), if no part of the organizatior’e net

carninge irwres to the benefit of any private shareholder or individual,

Section 501(3) of the Code removes the prohibition on providing
athletic facilitiee or equipment for a "qualified amateur sports orga-
nization.” Soction 501(j)(2) defines thie organization as one “organiz
and operated exclusively to foster national or international amateur
gporte competition 1f such organization ie also organized snd operated
primarily to conduct national or international competition in sporte or
to eupport and develop amateur athletes for national or international
competition in such sports.”

Section 1.501(¢c)(3)~1(a) of the Income 'l‘ax Regulations says
that to qualify for exemption under section 501(c)(3) of the Code, an
organization must be btoth organized. and cperated exclusively for one or
more purpoees specified in ‘that section. If an organization fails
cither the organizational or the operationa}. test, it is not exempt.

In Better Business Bureau v. United States, 326 U.S. 279 (1945)
the Supreme Court discuséed the meaning of the word "exclusively,” as
used in an exempticn statute similar to section 501(c)(3). The Court
held that an organization is not organized and operated exclusively for
exempt purposes if it has a single substantial nonexempt purpose.

Section 1.501(c)(3)-1(b)(1)(1) of the regulations says an
organization is organized exclusively for exempt purposes under section
501(c)(3) only if its articles of organization (a) limit its purposes
tc exempt purposes; and (h) do not expressly empower the organization
to engage, otherwise than as an insubstantial part of its activitie:,
in activities that do not further one or more exempt purposes.

Section 1.501(ec)(3)-1(b)(11(iv) of the regulations says an
organization is not organized exclusively for exempt purpoges wnder
section 501(¢)(3) if, by the terms of ite articles, its purposes are
broader than the purposes specified in section 501(¢)(3).

Section 1.501(e)(3)-1(b)(4) of the regulations says an organi-
zation is not organized exclusively for exempt purposes under section
501(c)(3) unless its assets are dedicated to exempt purposes. This
includes the requirement that upon‘diseolution, an organization’s
aseets muzt be distributed, due to a provision in its articles or by
operation of law, for exempt purposes; to the Federal or a ctate or

local government for a public purpose; or by a court to another organi-

ed

’

zation to be used as the cour’ Jjudges will best accomplish the diseolved

organization’s exempt purposes.
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Sectlion 1.501(cj(3)-1/b)(2) of the regulations defines "articles
of organlzation' or “articles” to mean a written instrument by which an
nrganization is created.

Section 1.501(c)(3)-1(d)(1)(i1) of the regulations says an
vrganization ie not organized or operated exclusively for exempt purposes
vnder cection 501(c)(3) of the Code unless it serves a public rather
than a private interest.

In Rev. Rul, 69-175, the Servica ruled that a mutual benefit
organization did not quallify for exemption under section 501(cj(3) of
the Cole where it served the private interests of its memberg. The
organization provided bus transportation to and from school for members”
children. The ruling reasoned that when a group of individuals asscciates
to provide a cooperative service, . the organization serves the private
interest of its. members

In Rev. Rul, S6- 403 ‘a fomdation awarded educational scholarships
aolely to undergraduate members of a fratermity. The ruling held that
although the scholarships were limited to & particular group, the
organization was not precluded from exemption as an educational organi-
zation under secticon 501(c)(3) of the Code. The ruling emphasized
that there was no gpecific designation of persons eligible for acholar-
ships; and sald "the purposes of the foundation are not so personal,
private, or selfich in nature as to lack the elements of public use’ulness
and benefit” required for exemption under section 501(c)(3).

Saction 501(c)(3)-1(d)(2) of the regulations says the term
“charitable” is used in section 501(¢c)(3) of the Code in its generally
accepted legal sense and is not limited by the enumeration in that
soction of other tax exempt purpogses. The term includes relief of the
roor and distrecsed or of the underprivileged; advancement of education;
and lessening the burdens of government.

Section 501(c)(3)-1(d)(3)(1i) of the regulations says the term
"educational” in section 501(c)(3) refers to (a) the instruction or
training of the individual to improve or develop his capabilities; or
(b) the instruction of the public on subjects useful to the individual
and beneficial to:the oommity

The criteria the Service uses to detemi.ne if an organization’s
aivities further the charitable purpose of-lessening the burdens of
government, are delineated in Rev. Rul. 85-1, 1985<1 C.B. 141; and Rev.
Rul. 85-2, 1985-1 C,.B. 141. Those criteria are, first, whether a
governmental unit considers the organization’s activities to be its
burden; and second, whether the activities actually lessen the burden.
Rev. Rul. 85-1 says an activity is a burden of government if a govern-
mental unit objectively manifests that it considers the organization’s
activities to be ite burdens.
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In Rev. Rul. 77-365, 1977-1 C.B. 192, an organization instructed
teereong f all ages and skill levels in a particular gport, conducting
2linics, workshops. leseons, 2nd seminars. Ite program was open to
anyone in the community. The Bervice held the organization was organized
and operated for charitable parposes under section 501(¢)(3) of the Code,

In Rev. Rul. 65-2, 1965-1 C.B. 227, an organization that taught
a particular eport to children was ruled exempt. The ruling concluded
that the organization operated €6 further educatlonal purposes under
et ion 1. ‘.)1((-)(3)4(«1)(3)) of the regulaticns.

‘1. thilchinson Baseball Eoterprises, 73 T. C 144 (1979), aff’d,
858 F L TLT (10th Cir. 1982), non-acq. 1980-2 C.B. 2, the Tax Court
held v v w ovganization that, promoted recreational and amateur sporte
@32 ax-cid A & charitable” organization under section 501(c)(3) of
the Coda. The organization undertook rumerous activities to promote
the aport of hacehall; and the court found that the parpose of promoting
eports predominated over subsidiary purposes, such as members” recrea-
tinnal or social benefit.

In North Awerican Seguential Sweepetakes, 77 T.C. 1087 (1981),
an organization wag formed to promote a particular form of sky diving.
The court. examined all the facte and circumstances of the case in
findlng that the purpous of promoting the aport was subeidiary to
promoting the recr-ealional and private interests of its memberg
Accordingly, the organlization 4id not qualify for exemption under section
501(c)(3).

In The Mediz Sports League, Ing., T.C. Memo 1986-568, the Tax
Jourt ruled that an organization that sponsored sports competitions for
advlie in the community was not exempt under section. 501(c)(3) of the
Code. The court found that the organization had the substantial nonexempt
prpose of promoting the social and reomational interests of its members,

In Syrang Aerc Club, 73 T.C. 717 (1980), ths Tax Court ruiled
that an organization that rented an airplane to members, providing no
instruction, was not’ exempt under section 501(c)(3) of the Code. The
~cart found that any educational purpoee was ‘incidental to substantial
rrereational purposes the organization served; and that it furthered
the private interests of the members.

You are neither organized nor operated exclusively for exempt,
purpoees tnder section 501(e)(3) of the Code. Your recreational ac-
t,ivitics described above (e.g., athletic activities and equipment,
pienios, and video rentalsz) - do not further any purpose conzidered exempt
undar e ion 501(e)(3). Instwad, like the organizations in the North
fwricar wravential Swespataxe uedia_Smmm. and pyrapg Aerc
Club csees conaiderad above, you further the subetantial nonexempt
pULPOss nf promoting the recreational and social interests of your
members.  Thie nonexempt purpose is, by itself, sufficient to disqualify
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you from exemption under the raticnale of the Beﬁar_.&asingas_&lrﬁau

deeipion.

In addition, these recreational activities do not further an
ciempt purpose.  They are not educational because you do not provide
any program of instruction or training, as did the orgasnizations in

Pev. Rul. 77-365, Rev. Rul. 65-2, and the Hutchinson Bameball Enterpriges

rage,  Nor is information provided to the publie under section
1.508(e)(3)- 1(d)(3)(i)(b) of the regulatiom

Your v‘e:*reational avtivitiee also do not foeter national or
intemational amateur sporte competition becauge you provide facilities
L euipment to participant/members. Sestion §01(J) of the Code doee
rat excuee you from meeting this limitation; you are not a "qualified
amateur eports organization” under section 501(J4)(2) since your purposes
and activitien are not "exclusively” or "primarily” to promote interna-
tional or naticnal sportis competition. Finally, these activities are
not “charitable” under the rationals of the Hutchinaon Baseball
Enterpriscs decieion because they do not promote amateur eports or
sporte competition, but rather serve the recreational and social interests
of your members.

In addition, your welfare find does not further an exempt
urpoee under section 501(ce)(3). Aesistance is limited to your members
and dose not further the exempt purpose of “relief of the poor or
distrecsed or of the underprivileged” under section 1.501(c¢)(3)-1(d)(2)
of the regulatiors.

Finally, your activities do not lessen the burdens of goverrment,
because the United States government has not manifested that it considers
your activities to be ite burden. Instead, I has always allowed
thie aclivity to be-carried on privately, indicating that it considers
ihis a private burden. Thus, you do not satiefy the firat criterion
under Rev. Rul. 85-1 and Rev. R.xl 85-2. )

Your recrestiocnal and welfare benefit actiilities alao further
the substantial nonexempt purrose of furthering the private interests
of yeur members, under section 1.501(2)(3)~-1(d)(1)(il) of the regulations.
like the organizaticns in Rev. Rul. 69-175 and the Svrang Aero Club,
North American Sequential Sweepstakes, and Media Sports Leasue casee,
you provide coopsrative services for your members, which benefite your
membera without countervailing public interest. You differ from the
organization in Rev. ul. 56-403, because your activities lack the
crunlervailing public benefit provided by granting scholarshipes und
because you more resemble a cooperative than the foundation in the
revenue ruling.

In addition, you fail the organizational test in a rumber of
respects.  Firest, your dissolution clause does not satisfy the requirement
of goction 1.501(c)(3)-1(b)(4) of the regulations that assets be dedicated
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to exenpt purpoges, Second, your articles of organization do not satiefy
requirements that (1) your purposés be limited to one or more exempt
parpoces, section 1.501(e)(3)-1(b)(1){1)(a); (2) your articles not
expreccly empcsmer you to engage in non-exempt activities, section
1.£010e)(3)- 1(b)(1)(ii)(b) and (3) your purposes not be brr .der than
section 501(c)(3) puposes, "section 1. 501(c)\3) l(b)(iv)

Accordingly,; you do not qualify for exemption from federal
incoms tax under 501(e)(3) of the Internal Revenue Code. Contributione
Lo you are not deductible under secticn 170 of the Code. You must file
federal income tax returns,

Vo have tlz right to protest this ruling if you believe that
it 1s incorrvect. To protest, you ghould submit a statement of your
views, with a full explanation of your reasoning. This statement,
siguzed Ly ene of your principal officers, must be submitted in duplicate
within 30 days from the date of this letter. You also have a right to
a conference in this office after your statement is submitted. You
maet request the conference, if you want one, when you file your protest
slatement. If you are to be represented by someone who is not cne of
your principal officers, he or she must file a proper power of attorney
and otherwise qualify under the Conference and Practice Requirements.

If you do not protest this ruling in a timely manner, it will
ez considered by the Internal Revenue Service as a failure to exhaust
avallable administrative remedies, Section 7428(b)(2) of the Code
provides, in part, that "A declaratory judgmert or decree under this.
section shall not be issued in any procesding unless the Tax Court, the
Claime Court, or the District Court of the United Statea for the Dietric-t
of Columbia determines that,the organization involved has exhauested

o administrative renndies available to it within the Internal Revenue

Service.'

If we do not hear from you Hithin 30 daye, thiB ruling will
become final and coples will be forwarded to the District Director,
Atlants, Georgia, which is your key district for exempt organization
matters. Thereafter, any questions about your federal tax status or
+the filing of returns should be addressed to that office. Also, the
appropriatc State officials will be notified of this action in accordance
with section 6104(c) of the Code.

Sincerely yours,

(Edaod)

Chief, Exempt Organizations
Rulings Branch
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